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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K
(Mark One)
b ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2007
or

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES
EXCHANGE ACT OF 1934
For the transition period from to
Commission file number 1-12793

StarTek, Inc.
(Exact name of registrant as specified in its charter)
Delaware 84-1370538
(State or other jurisdiction of (LR.S. employer
incorporation or organization) Identification No.)
44 Cook Street, 4th Floor 80206
Denver, Colorado (Zip code)

(Address of principal executive offices)
(303) 262-4500
(Registrant s telephone number, including area code)
Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered

Common Stock, $.01 par value New York Stock Exchange, Inc.
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes o No p
Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Act.
Yes o No p
Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes p No o
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See definitions of large accelerated filer, accelerated filer and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):
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Large accelerated filer o Accelerated filer p Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act). Yes o No b
As of February 15, 2008, 14,735,791 shares of common stock were outstanding. The aggregate market value of
common stock held by non-affiliates of the registrant on June 29, 2007, was $90.4 million, based upon the closing
price of the registrant s common stock as quoted on the New York Stock Exchange composite tape on such date.
Shares of common stock held by each executive officer and director and by each person who owned 5% or more of
the outstanding common stock as of such date have been excluded, as such persons may be deemed to be affiliates.
This determination of affiliate status is not necessarily a conclusive determination for other purposes.
DOCUMENTS INCORPORATED BY REFERENCE
Part I1I incorporates certain information by reference from the registrant s proxy statement to be delivered in
connection with its 2008 annual meeting of stockholders. With the exception of certain portions of the proxy
statement specifically incorporated herein by reference, the proxy statement is not deemed to be filed as part of this
Form 10-K.
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Forward-Looking Statements
All statements contained in this Form 10-K that are not statements of historical facts are forward-looking statements
within the meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities and
Exchange Act, as amended, that involve substantial risks and uncertainties. Forward-looking statements are preceded
by terms such as may, will, should, anticipates, expects, believes, plans, future, estimate, continue,

projections,  outlook and similar expressions. The following are important factors that could cause actual results to
differ materially from those expressed or implied by such forward-looking statements. These factors include, but are
not limited to, risks relating to our revenue from our principal clients, concentration of our client base in the
communications industry, consolidation in the communications industry, trend of communications companies to
out-source non-core services, management turnover, dependence on and requirement to recruit qualified employees,
labor costs, need to retain key management personnel and to add specialized sales personnel, considerable pricing
pressure, capacity utilization of our facilities, collection of note receivable from sale of Supply Chain Management
Services platform, defense and outcome of pending class action lawsuit, lack of success of our clients products or
services, risks related to our contracts, decreases in numbers of vendors used by clients or potential clients, inability
to effectively manage growth, risks associated with advanced technologies, highly competitive markets, foreign
exchange risks and other risks relating to conducting business in Canada, lack of a significant international presence,
potentially significant influence on corporate actions by our largest stockholder, volatility of our stock price,
geopolitical military conditions, interruption to our business, increasing costs of or interruptions in telephone and
data services, compliance with SEC rules, risks in renewing or replacing capital funding, fluctuations in the value of
our investment securities portfolio, and variability of quarterly operating results. These factors include risks and
uncertainties beyond our ability to control, and in many cases we cannot predict the risks and uncertainties that could
cause actual results to differ materially from those indicated by use of forward-looking statements. Similarly, it is
impossible for management to foresee or identify all such factors. As such, investors should not consider the foregoing
list to be an exhaustive statement of all risks, uncertainties, or potentially inaccurate assumptions. All
forward-looking statements herein are made as of the date hereof, and we undertake no obligation to update any such
forward-looking statements. All forward-looking statements herein are qualified in their entirety by information set
forth in Management s Discussion and Analysis of Financial Condition and Results of Operations Risk Factors
appearing elsewhere in this Form 10-K.
Unless otherwise noted in this report, any description of us or we refers to StarTek, Inc. and our subsidiaries. Financial
information in this report is presented in U.S. dollars.

PART I

Item 1. Business
Business Overview
StarTek is a provider of business process outsourcing services to the communications industry. We partner with our
clients to meet their business objectives and improve customer retention, increase revenues and reduce costs through
an improved customer experience. Our solutions leverage industry knowledge, best business practices, skilled agents,
proven operational excellence and flexible technology. The StarTek comprehensive service suite includes customer
care, sales support, complex order processing, accounts receivable management, technical support and other
industry-specific processes. We provide these services from 19 (as of the date of the filing of this Form 10-K)
operational facilities in the U.S. and Canada.
Our business is providing high-end Customer Service Offerings through the effective deployment of People and
Technology.
Customer Service Offerings We provide our clients with an outsourced customer care service offering so that they
may focus on their core business and preserve capital. Our service offering includes customer care, sales support,
complex order processing, accounts receivable management and other industry-specific processes. We are well
positioned to help our clients implement the convergence of product lines, including wire-line, wireless, cable and
broadband. Under each service offering, we deliver a transparent extension of our clients brands.
Customer Care. We provide customer care management throughout the life cycle of our clients customers. These
programs include management of customer acquisition, service activation, renewals, account inquiries, complaint
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resolutions, product information and billing support. These services are aimed at seamlessly managing the
relationships between our clients and their customers in a manner that cultivates customer retention and loyalty.
Sales Support. Through our sales support service we seek to increase the revenue generation of our clients through
cross-selling and up-selling our clients products to their customers. We have the ability to increase customer
purchasing levels, implement product promotion programs, introduce our clients customers to new products, secure
and process additional customer orders and handle inquiries related to product shipments and billing.
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Complex Order Processing. Our complex order processing services provide our clients with large scale project
management and direct relationship management for our clients large enterprise customers. This service includes
order management and technical sales support for high-end communications services, such as wireline, wireless, data
and customer premise equipment. In addition, we process order fallout from our clients automated systems, complete
billing review and revenue recovery, and perform quality assurance. Our services enable a client to provide large scale
project management and customer relations services to their customers in a more efficient and cost-effective way.
Accounts Receivable Management. We provide billing, credit card support and first party collections through our
receivables management services. These services allow our clients to reduce the risk of non-payment by automatically
transferring the calls made by delinquent customers to us, at which point our representatives encourage the customers
to pay their bill in order to continue to receive service. Customers may bring their bill current through credit or debit
card payments, electronic checks or money orders. This service allows us to help our clients reduce their number of
days sales outstanding and bad debt write-offs.

Technical Support. Our technical support service offering provides our clients customers with high-end technical
support services by telephone, e-mail, facsimile and the internet, 24 hours per day, seven days per week. Technical
support inquiries are generally driven by a customer s purchase of a product or service, or by a customer s need for
ongoing technical assistance.

Other. We provide other industry-specific processes including technical support, number portability and directory
management. We provide number portability services to facilitate the process when our clients customers wish to keep
their phone number when changing service providers. Our number portability services, which include both automated
and live agent interaction, facilitate pre-port validation, data collection, automatic processing of port-out/in requests,
direct and automated interface with the service order activation platform, fallout management tool and port request
tracking and archiving. We also provide 411 directory listing management services.

People Our success is driven by our people, who we believe are industry trained experts in providing the
communications industry with proven business practices and solutions to help our clients achieve their business goals.
Many of the members of our management team, in addition to our trained customer service representatives, have a
background in the communications industry, and bring deep experience to ensure the delivery of optimal solutions to
our clients. We believe that this expertise in our human capital is what allows us to succeed in providing excellent
account management and tailored solutions in serving the communications marketplace.

Technology Our ability to deliver exceptional service to our clients is enhanced by our technology infrastructure.
Through our technology, we are able to rapidly respond to ever-changing client demands in a tailored, yet
cost-effective and efficient manner. We are capable of handling large call volumes at each of our contact centers
through our reliable and scalable contact center solutions. We staff our I'T personnel such that we can support our
infrastructure and still have the capability to design programs to meet the specific needs of our clients.

Over the past few years, we have made significant investments in our technological capabilities. Specifically, we have
made investments in enhanced interactive voice response technology, information management reporting
infrastructure and capabilities, enhanced systems security solutions and other contact center solutions.

Customer Trends

In collaborating with our clients, we have observed a few emerging trends in the communications industry. Our clients
are increasingly focused on: (1) improving customer satisfaction and retention; (2) improving the customer experience
through right-shoring; and (3) increasing sales per subscriber or user. StarTek provides some of the industry s highest
customer satisfaction evidenced by our clients customer service awards and our clients ranking of StarTek relative to
other outsourced partners. Many of our clients have realized the value of cultural and language familiarity available
from on-shore providers as a way to improve the customer experience particularly in the case of voice-enabled
services. We have demonstrated to our clients our success in increasing revenue per subscriber by incorporating
up-sell and cross-sell methodologies during customer interactions.

Key Competitive Differentiators

We believe that our company is differentiated on the following levels: our industry expertise, our reputation for
operational excellence, our flexible technology, and our people.
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Our industry expertise. We have extensive expertise in servicing the communications industry as a result of our many
long-term relationships servicing companies in this industry. Our service offerings are tailored to meet the business
needs of our communications industry clients. In addition, many of our employees, particularly within management,
have backgrounds in the communications industry.
Our reputation for operational excellence. We provide some of the industry s highest customer satisfaction evidenced
by our clients customer service awards and our clients ranking of StarTek relative to their internal contact centers as
well as against competing outsourced partners. We strive to continually improve our operational performance and
seek feedback from our clients.
Our flexible technology. Our ability to deliver exceptional service to our clients is enhanced by our technology
infrastructure. Through our technology, we are able to rapidly respond to ever-changing client demands in a tailored,
yet cost-effective, efficient and flexible manner.
Our people. Our business depends significantly on our ability to hire and retain the right individuals at both the
customer service representative and managerial level. This has a direct effect on our operational results and our ability
to deliver the high-quality service that our clients demand. Accordingly, we strive to create a culture that is focused on
recognition and development of our employees by providing adequate training, managerial support, fair
compensation, smart hiring practices and merit-based recognition programs.
Strategy
We seek to become a market leader in providing high-value services to clients in the communications industry. Our
approach is to develop relationships with our clients that are partnering and collaborative in nature and create
industry-based solutions to meet our clients business needs. To be a leader in the market, our strategy is to:

grow our existing client base by deepening and broadening our relationships,

add new clients in the communications segment and continue to diversify our client base,

improve the profitability of our business through operational improvements and securing higher margin
business,

add new services to broaden our offering to the communications segment and

make prudent acquisitions to expand our business scale and service offerings.
History of the Business
StarTek was founded in 1987. At that time, our business was centered on supply chain management services, which
included packaging, fulfillment, marketing support and logistics services.
After our initial public offering on June 19, 1997, we began operating contact center services, which primarily focused
on customer care, and grew to include our current suite of offerings as described in the Business Overview section of
this Form 10-K. We also expanded internationally through our StarTek Europe, Ltd. operating subsidiary. Through
StarTek Europe, Ltd., we provided call center and supply chain management services from two facilities located in
Hartlepool, England.
We sold our StarTek Europe, Ltd. operating subsidiary on September 30, 2004. On December 16, 2005, we sold our
supply chain management services platform. Consequently, the results of operations of our supply chain management
services platform have been reported as discontinued operations for all periods presented in our financial information
in this Form 10-K.
As of December 31, 2007, we provided business process outsourcing services, including customer care, sales support,
complex order processing, accounts receivable management, technology support and other industry-specific processes
through 18 operational facilities in the U.S. and Canada.
During 2007, we closed our facility in Hawkesbury, Ontario and recorded related impairment and restructuring
charges, which are described in further detail in Note 2, Restructuring Charges and Impairment Losses , to our
Consolidated Financial Statements, included in Item 15, Exhibits and Financial Statement Schedules. On January 14,
2008, we opened a facility in Victoria, Texas and in January 2008, we signed a lease agreement for a facility in

Table of Contents 9



Edgar Filing: STARTEK INC - Form 10-K

Mansfield, Ohio which is expected to begin operations in the second quarter of 2008.

While our business is not generally seasonal, it does fluctuate quarterly based on our clients product offerings as well
as their customer interaction volume. See Item 7, Management s Discussion and Analysis of Financial Condition and
Results of Operations  Risk Factors, for a more complete description of the seasonality of our business.
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Industry

According to IDC, a leading provider of industry research and market intelligence, it is estimated that worldwide
spending on business process outsourcing services totaled approximately $384.5 billion in 2005 and is expected to
grow to $618 billion by 2010. This IDC report, published in November 2006 also estimates that spending on business
process outsourcing services from the Americas, which includes the U.S., Canada and Latin America, will represent
approximately 70% of this market through 2010. The customer care services sector of the business process
outsourcing market totaled approximately $58.4 billion in 2007 and is expected to grow at a compound annual growth
rate of 12.6% to $105.5 billion by 2011, according to an IDC report published in March 2007.

Outsourcing of non-core activities, such as those we provide, offers companies the ability to focus on their core
competencies, leverage economies of scale and control variable costs of the business while accessing new technology
and trained expert personnel. As the business environment continues to evolve, it has become more difficult and
expensive for some companies to maintain the necessary personnel and product capabilities in-house to provide
business process services on a cost-effective basis. Accordingly, our anticipation is that outsourced customer care
services will grow significantly in the coming years.

In general, we believe that industries having higher levels of customer contact and service volume, such as the
communications industry, tend to be more likely to seek outsourced services as a more efficient method for managing
their technical support and customer care functions. Based on a 2006 IDC report, companies that outsource their
customer management function seek value from the companies they outsource to by meeting customer quality
expectations, offering a balanced geographical mix of services, and offering a suite of business process outsourced
services including sales and marketing functionality. We believe that outsourced service providers, including
ourselves, will continue to benefit from these outsourcing trends.

Competition

We believe that our competitive differentiators are our industry expertise, our reputation for operational excellence,
our flexible technology and our people. We compete with a number of companies that provide similar services on an
outsourced basis, including technical support and customer care companies such as APAC Customer Services, Inc.;
Teleperformance; Convergys Corporation; NCO Group; PeopleSupport, Inc.; Sitel Corporation; Sykes Enterprises,
Incorporated; TeleTech Holdings, Inc.; and West Corporation. We compete with the aforementioned companies for
new business, for expansion of existing business, and within the companies we currently serve. Many of these
competitors are significantly larger than us in revenue, income, number of contact centers and customer agents,
number of product offerings, and market capitalization. We believe that while smaller than many of our competitors,
we are able to compete because of our flexibility and ability to react quickly and efficiently to integrate client
technology into our contact centers. We believe our success is contingent more on our quality of service than our
overall size. We also compete with in-house process outsourcing operations of our current and potential clients. Such
in-house operations include customer care, technical support, internet operations and e-commerce support.

Clients

As mentioned previously, we seek to become the expert provider of outsourced customer care and related services for
the communications industry and believe that we possess expertise in servicing clients within that industry.
Accordingly, more than 95% of our revenue is derived from customers within that industry. Our two largest
customers, AT&T Inc. (formerly Cingular Wireless LLC and AT&T Corporation) and T-Mobile (a subsidiary of
Deutsche Telekom), account for a significant percentage of our revenue. In 2007, AT&T Inc. accounted for 50.4% of
our revenue and T-Mobile accounted for 21.8% of our revenue. In 2006, AT&T Inc. accounted for 52.7% and
T-Mobile accounted for 21.2% of our revenue. In 2005, AT&T Inc. accounted for 63.6% and T-Mobile accounted for
23.9% of our revenue. While we believe that we have good relationships with these clients, a loss of one or more of
these principal clients could adversely affect our business and our results of operations (see Item 7, Management s
Discussion and Analysis of Financial Condition and Results of Operations  Risk Factors).

Government and Environmental Regulation

We are subject to numerous federal, state, and local laws in the states and territories in which we operate, including
tax, environmental and other laws that govern the way we conduct our business.

Employees and Training
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Our success in recruiting, hiring, training, and retaining large numbers of full and part-time skilled employees, and
obtaining large numbers of hourly employees during peak periods is critical to our ability to provide high quality
outsourced services. Competition for labor is with firms offering similar paying jobs in the communities in which we
are located, which includes other contact centers. During 2007, we experienced difficulties hiring and retaining agents
as we faced economic pressures in and around certain of our site locations. Please refer to Item 7, Management s
Discussion and Analysis of Financial Condition and Results of Operations Risk Factors for further discussion of risks
surrounding our ability to recruit and retain personnel.
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As of December 31, 2007, we employed approximately 8,200 employees. We believe the demographics surrounding
our facilities, and our reputation, stability, and compensation plans should allow us to continue to attract and retain
qualified employees. None of our employees were members of a labor union or were covered by a collective
bargaining agreement during 2007.

Corporate Information

We were founded in 1987 and on June 19, 1997, we completed an initial public offering of our common stock. We
conduct our business through our wholly owned operating subsidiaries, StarTek USA, Inc. and StarTek Canada
Services, Ltd. We are a Delaware corporation headquartered in Denver, Colorado. Our principal executive offices are
located at 44 Cook Street, 4t Floor, Denver, Colorado 80206. Our telephone number is (303) 262-4500. Our website
address is www.startek.com. Our stock currently trades on the New York Stock Exchange under the symbol SRT.
Web Site Availability of Reports

Copies of our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, and
amendments to those reports filed or furnished pursuant to Section 13(a) and 15(d) of the Securities Exchange Act of
1934 (the Exchange Act ) are available free of charge through our web site (www.startek.com) as soon as practicable
after we furnish it to the Securities and Exchange Commission ( SEC ). We also make available on the Investor
Relations page of our corporate website, the charters for the Compensation Committee, Audit Committee and
Governance and Nominating Committee of our Board of Directors, as well as our Corporate Governance Guidelines
and our Code of Ethics and Business Conduct.

None of the information on our website or any other website identified herein is part of this report. All website
addresses in this report are intended to be inactive textual references only.

Item 1A. Risk Factors

See Management s Discussion and Analysis of Financial Condition and Results of Operations Risk Factors under
Item 7 of this Form 10-K.

Item 1B. Unresolved Staff Comments

None.
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Item 2. Properties
As of December 31, 2007, we owned or leased the following facilities, containing in aggregate approximately 867,000
square feet, 844,000 of which was dedicated to operating facilities:

Year Approximate
Properties Opened Square Feet Leased or Owned
U.S. Facilities
Greeley, Colorado 1998 35,000 Company Owned
Laramie, Wyoming 1998 22,000  Company Owned
Grand Junction, Colorado 1999 46,350 Leased
Greeley, Colorado 1999 88,000 Company Owned
Big Spring, Texas 1999 30,000  Leased
Enid, Oklahoma 2000 47,500 Company Owned
Grand Junction, Colorado 2000 54,500 Leased
Decatur, Illinois 2003 37,500 Leased
Alexandria, Louisiana 2003 40,000 Leased
Lynchburg, Virginia 2004 38,600 Leased
Collinsville, Virginia 2004 49,250 Leased
Denver, Colorado 2004 23,000 Leased (a)
Petersburg, Virginia 2005 39,600 Leased (b)
Canadian Facilities
Kingston, Ontario 2001 49,000 Company Owned
Kingston, Ontario 2001 20,000 Leased
Cornwall, Ontario 2001 73,800 Leased
Regina, Saskatchewan 2003 62,000 Leased
Sarnia, Ontario 2003 37,200 Leased
Thunder Bay, Ontario 2006 33,000 Leased
Hawkesbury, Ontario 2006 41,000 Leased (¢)

(a) Company
headquarters,
which houses
executive and
administrative
employees.

(b) Our Petersburg
facility ceased
operations in
January 2007
and reopened in
May 2007.

(¢) Our
Hawkesbury,
Ontario facility
ceased
operations in
August 2007. In
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2008, we intend

to sublet the

facility through

the remainder of

the lease term.
On January 14, 2008, we opened a facility in Victoria, Texas. The facility is leased effective January 1, 2008 and we
occupy approximately 54,100 square feet.
Substantially all of our facility space can be used to support any of our business process outsourced services. We
believe our existing facilities are adequate for our current operations. We intend to maintain efficient levels of excess
capacity to enable us to readily provide for needs of new clients and increasing needs of existing clients. We hold
unencumbered, fee simple title to our company-owned facilities.
Item 3. Legal Proceedings
StarTek and six of its former directors and officers have been named as defendants in West Palm Beach Firefighters
Pension Fund v. StarTek, Inc., et al. (U.S. District Court, District of Colorado) filed on July 8, 2005, and John Alden
v. StarTek, Inc., et al. (U.S. District Court, District of Colorado) filed on July 20, 2005. Those actions have been
consolidated by the federal court. The consolidated action is a purported class action brought on behalf of all persons
(except defendants) who purchased shares of our common stock in a secondary offering by certain of our stockholders
in June 2004, and in the open market between February 26, 2003 and May 5, 2005 (the Class Period ). The
consolidated complaint alleges that the defendants made false and misleading public statements about us and our
business and prospects in the prospectus for the secondary offering, as well as in filings with the SEC and in press
releases issued during the Class Period, and that as a result, the market price of our common stock was artificially
inflated. The complaints allege claims under Sections 11 and 15 of the Securities Act of 1933 and under Sections
10(b) and 20(a) of the Securities Exchange Act of 1934. The plaintiffs in both cases seek compensatory damages on
behalf of the alleged class and award of attorneys fees and costs of litigation. We believe we have valid defenses to the
claims and intend to defend the litigation vigorously. On May 23, 2006, we and the individual defendants moved the
court to dismiss the action in its entirety.
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Two stockholder derivative lawsuits related to these aforementioned claims were also filed against various of our
present and former officers and directors on November 16, 2005 and December 22, 2005, alleging breach of fiduciary
duty, abuse of control, gross mismanagement, waste of corporate assets, and unjust enrichment. The derivative
actions, which have been consolidated, name us as a nominal defendant. On April 18, 2006, we and the individually
named defendants filed a motion to dismiss the derivative actions. On October 1, 2007, the court granted our motion
and entered judgment dismissing the consolidated derivative actions with prejudice. No appeal from this dismissal
was filed prior to the expiration of the 30-day period for filing such appeals.
It is not possible at this time to estimate the possibility of a loss or the range of potential losses arising from these
claims. We may, however, incur material legal fees with respect to our defense of these claims. The claims have been
submitted to the carriers of our executive and organization liability insurance policies. We expect the carriers to
provide for certain defense costs and, if needed, indemnification with a reservation of rights. The policies have
primary and excess coverage that we believe will be adequate to defend this case and are subject to a retention for
securities claims. These policies provide that we are responsible for the first $1.025 million in legal fees. As of
February 15, 2008, we had incurred legal fees related to these lawsuits of more than 90% of our $1.025 million
deductible.
We have been involved from time to time in other litigation arising in the normal course of business, none of which is
expected by management to have a material adverse effect on our business, financial condition or results of
operations.
Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of 2007.

PART II
Item 5. Market for the Registrant s Common Stock, Related Stockholder Matters and Issuer Purchases of Equity
Securities
Market Price of Common Stock
Our common stock has been listed on the New York Stock Exchange under the symbol SRT since the effective date of
our initial public offering on June 19, 1997. The following table shows the high and low closing sales prices and
dividends declared per share for our common stock on the New York Stock Exchange for the periods shown:

Dividend

High Low Per Share
2007
First Quarter $ 14.05 $ 9.46 $
Second Quarter $ 10.93 $ 9.41 $
Third Quarter $ 11.60 $ 10.01 $
Fourth Quarter $ 10.94 $ 8.73 $
2006
First Quarter $ 24.50 $ 17.71 $ 0.36
Second Quarter $ 24.47 $ 12.56 $ 0.25
Third Quarter $ 14.83 $ 10.83 $ 0.25
Fourth Quarter $ 15.46 $ 11.65 $ 0.25

We did not declare dividends during 2007 and do not expect to pay dividends in the foreseeable future.
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Holders of Common Stock

As of February 15, 2008, there were 45 stockholders of record and 14,735,791 shares of common stock outstanding.
See Item 7, Management s Discussion and Analysis of Financial Condition and Results of Operations Risk Factors set
forth in this Form 10-K for a discussion of risks related to control that may be exercised over us by our principal
stockholders.

Dividend Policy

On January 22, 2007, our board of directors announced it would not declare a quarterly dividend on our common
stock in the first quarter of 2007, and did not expect to declare dividends in the near future, making the dividend paid
in November 2006 the last quarterly dividend that will be paid in the foreseeable future. We plan to invest in growth
initiatives in lieu of paying dividends. We had been paying quarterly dividends since August of 2003.

Stock Repurchase Program

Effective November 4, 2004, our board of directors authorized repurchases of up to $25 million of our common stock.
The repurchase program will remain in effect until terminated by the board of directors, and will allow us to
repurchase shares of our

common stock from time to time on the open market, in block trades and in privately-negotiated transactions.
Repurchases will be implemented by the Chief Financial Officer consistent with the guidelines adopted by the board
of directors, and will depend on market conditions and other factors. Any repurchased shares will be held as treasury
stock, and will be available for general corporate purposes. Any repurchases will be made in accordance with SEC
rules. As of the date of this filing, no shares have been repurchased under this program.
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Stock Performance Graph

The graph below compares the cumulative total stockholder return on our common stock over the past five years with

the cumulative total return of the New York Stock Exchange Composite Index ( NYSE Composite ) and of the Russell

2000 Index ( Russell 2000 ) over the same period. We do not believe stock price performance shown on the graph is

necessarily indicative of future price performance.

The information set forth under the heading Stock Performance Graph is not deemed to be soliciting material or to be
filed with the SEC or subject to the SEC s proxy rules or to the liabilities of Section 18 of the Exchange Act, and the

graph shall not be deemed to be incorporated by reference into any of our prior or subsequent filings under the

Securities Act or the Exchange Act.

10
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Item 6. Selected Financial Data

The following selected financial data should be read in conjunction with the Consolidated Financial Statements and

Notes thereto which are included in Item 15, Exhibits and Financial Statement Schedules,

of this Form 10-K.

Additionally, the following selected financial data should be read in conjunction with Management s Discussion and
Analysis of Financial Condition and Results of Operations, which is included in Item 7 of this Form 10-K.

Year Ended December 31,
2007 2006 2005 2004 2003
(In thousands, except per share data)
Consolidated Statement of Operations Data:
Revenue $245,304 $237,612 $216,371 $221,906 $165,537
Cost of services 206,087 201,424 167,223 164,363 114,291
Gross profit 39,217 36,188 49,148 57,543 51,246
Selling, general and administrative expenses 38,991 30,247 28,435 27,451 25,446
Impairment losses and restructuring charges 4,325
Operating (loss) income (4,099) 5,941 20,713 30,092 25,800
Net interest and other income 745 2,126 1,479 3,532 4,048
(Loss) income from continuing operations before income taxes (3,354) 8,067 22,192 33,624 29,848
Income tax (benefit) expense (523) 2,303 8,177 12,747 11,125
(Loss) income from continuing operations (2,831) 5,764 14,015 20,877 18,723
(Loss) gain from discontinued operations (1,155) 99 3,475
Net (loss) income $ 2,831)$ 5764 $ 12,860 $ 20,976 $ 22,198
Net (loss) income per share from continuing operations:
Basic $ (.19 % 039 $ 096 $ 144 $ 1.31
Diluted $ (.19 % 039 $ 095 $ 141 $ 1.28
Net (loss) income per share including discontinued operations:
Basic $ (©0.19 % 039 $ 0.88 $ 145 $ 1.56
Diluted $ (.19 % 039 $ 0.88 $ 142 $ 1.52
Weighted average shares outstanding:
Basic 14,696 14,680 14,629 14,455 14,243
Diluted 14,696 14,714 14,681 14,780 14,623
Balance Sheet Data:
Total assets $155,458 $155,735 $153,914 $166,872 $ 153,607
Total debt $ 11,355 $ 15,968 $ 5,650 $ 9,363 $ 104
Total stocholders equity $118,214 $118,382 $128,164 $136,883 $133,000
Other Selected Financial Data:
Capital expenditures, net of proceeds $ 15207 $ 19,767 $ 9379 $ 17,839 $ 23,736
Depreciation $ 17,092 $ 16,758 $ 13,364 $ 12,546 $ 10,045
Table of Contents 19



Edgar Filing: STARTEK INC - Form 10-K

Cash dividends declared per common share $ $ 1L11'$ 150 % 158 $ 073
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
Executive Overview
StarTek is a provider of high value business process outsourcing services to the communications industry. We partner
with our clients to meet their business objectives and improve customer retention, increase revenues and reduce costs
through an improved customer experience. Our solutions leverage industry knowledge, best business practices, skilled
agents, proven operational excellence and flexible technology. Our comprehensive service suite includes customer
care, sales support, complex order processing, accounts receivable management, technical support and other
industry-specific processes. We provide these services from 18 operational facilities in the U.S. and Canada. Our
business is providing high-end customer service offerings through the effective deployment of people and technology.

11
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On December 16, 2005, we completed the sale of our supply chain management services platform to a third party.
Prior to the sale, we provided packaging, fulfillment, marketing support and logistics services through this operational
platform. The results of operations of our supply chain management services platform have been reported as
discontinued operations in all periods presented.

Our 2007 results of operations reflect improvements in revenue and gross profit related primarily to improved pricing
on several contracts, as well as an improved customer mix. Revenue increased approximately 3.2% to $245.3 million
and gross profit as a percentage of revenue increased from 15.2% in 2006 to 16.0% in 2007. 2007 results of operations
included approximately $4.3 million in non-cash impairment losses and restructuring charges. Of the $4.3 million,
approximately $1.7 million related to impairment losses on information technology infrastructure that was deemed
obsolete and the carrying amount not recoverable, and $2.6 million related to the closure of our Hawkesbury, Ontario,
Canada facility.

In August 2007, we closed our facility in Hawkesbury, Ontario, Canada. We incurred approximately $1.9 million in
impairment losses and approximately $0.7 million in restructuring charges. The impairment losses included

$1.3 million in leasehold improvements and $0.6 million in furniture and equipment at this facility. The restructuring
costs related to lease costs, telephony disconnects and other expenses related to the facility closure. Of the total
restructuring cost of $0.7 million, approximately $0.3 million has been paid as of December 31, 2007, and the
remainder is expected to be paid through the second quarter of 2008. We do not expect this closure to have significant
effects on future earnings or cash flows because the revenue and related costs of services, including personnel costs,
associated with this facility are expected to be absorbed by other locations.

On January 14, 2008, we opened a facility in Victoria, Texas. The facility lease commenced January 1, 2008 and
consists of approximately 54,100 square feet of usable space. Also, in January 2008, we entered into a lease agreement
for the rental of a facility in Mansfield, Ohio. The facility consists of approximately 51,000 square feet of usable
space, and we expect to open the facility for operations during the second quarter of 2008.

12
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Results of Operations

Due to the December 16, 2005, sale of our supply chain management services platform, the results of operations
related to this line of business has been reported as discontinued operations for all periods presented.

The following table presents selected items from our Consolidated Statements of Operations in dollars and as a
percentage of revenue for the periods indicated:

Year Ended December 31,
2007 2006 2005
(Dollars in thousands)

Revenue $ 245,304 100.0% $237,612 100.0% $216,371 100.0%
Cost of services 206,087 84.0% 201,424 84.8% 167,223 77.3%
Gross profit 39,217 16.0% 36,188 15.2% 49,148 22.7%
Selling, general and administrative expenses 38,991 15.9% 30,247 12.7% 28,435 13.1%
Impairment losses and restructuring charges 4,325 1.8% 0.0% 0.0%
Operating (loss) income (4,099) -1.7% 5,941 2.5% 20,713 9.6%
Net interest and other income 745 0.3% 2,126 0.9% 1,479 0.7%
(Loss) income from continuing operations

before income taxes (3,354) -1.4% 8,067 3.4% 22,192 10.3%
Income tax (benefit) expense (523) -0.2% 2,303 1.0% 8,177 3.8%
(Loss) income from continuing operations (2,831) -1.2% 5,764 2.4% 14,015 6.5%
Loss from discontinued operations, net of tax 0.0% 0.0% (1,155) -0.5%
Net (loss) income $ (2,831) -12% $ 5,764 24% $ 12,860 5.9%

2007 Compared to 2006

Revenue. Revenue increased $7.7 million, or 3.2%, to $245.3 million during 2007. This increase was due primarily to
improved pricing on several contracts with existing customers, as well as revenue growth from new customers. Our
alignment of resources with more profitable contracts in 2007 resulted in an increase in our average hourly production
billing rate compared to 2006. The positive impact of these increases on revenue was offset slightly by a decline in our
overall headcount. The decrease in headcount was due to the temporary closure of our Petersburg, Virginia site, the
permanent closure of our Hawkesbury, Ontario, Canada site and staffing constraints in certain other sites during 2007.
Cost of Services. Cost of services increased $4.7 million, or 2.3%, to $206.1 million during 2007. Gross profit as a
percentage of revenue increased from 15.2% in 2006 to 16.0% in 2007. The gross profit percentage increase was due
primarily to improved pricing on several contracts with existing customers, as well as revenue growth from higher
margin clients. In addition, the closure of our Hawkesbury, Ontario, Canada site had a positive impact on gross profit
as a percentage of revenue in 2007, as this site was underutilized and delivered relatively lower gross profit margins in
2006. Also contributing to the improvement in gross profit percentage was the decrease in costs associated with the
opening of new facilities. In 2006, we incurred costs related to the opening of three new facilities, compared to costs
incurred in the fourth quarter of 2007 related to one facility that opened in early 2008. These improvements in gross
profit were offset by the adverse effects of the weakening U.S. dollar compared to the Canadian dollar.

Selling, General and Administrative Expenses. Selling, general and administrative expenses increased $8.7 million, or
28.9%, to $39.0 million in 2007. As a percentage of revenue, selling, general and administrative expenses increased
from 12.7% in 2006 to 15.9% in 2007. The increase was due to increased salary expense of approximately

$3.1 million related primarily to turnover in our executive team, which resulted in increased severance, recruiting and
hiring expenses. We also incurred increased bonus and stock based compensation expense of approximately
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$1.5 million and greater depreciation expense of approximately $1.9 million for corporate information technology
initiatives in 2007. The remainder of the increase was due to various investments in human resources, technology, and
process improvements in support of our long-term growth objectives.

Impairment Losses and Restructuring Charges. During 2007, we incurred approximately $3.6 million in impairment
losses and approximately $0.7 million in restructuring charges. In August 2007, we closed our facility in Hawkesbury,
Ontario, Canada. The closure resulted in impairment losses of $1.3 million associated with facility leasehold
improvements and $0.6 million in furniture and equipment. We also recorded $0.7 million in restructuring costs
related to lease costs, telephony disconnects and other expenses related to the facility closure. In addition,
management initiated a comprehensive review of our information technology infrastructure in 2007, which resulted in
approximately $1.7 million in impairment losses. The impairment losses are associated with capitalized software costs
on projects that will not be completed, and therefore, the carrying value is not recoverable. There were no impairment
losses or restructuring charges recorded in 2006.

13
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Operating Income (Loss). Operating Income (Loss) declined $10.0 million during 2007 from operating income of
$5.9 million in 2006 to an operating loss of $4.1 million in 2007. Operating margin declined to (1.7%) in 2007 from
2.5% in 2006. These declines were the result of the previously discussed increase in selling, general and
administrative expenses and the impairment and restructuring charges, offset by an increase in gross profit.

Net Interest and Other Income. Net interest and other income decreased $1.4 million, or 65%, to $0.7 million in 2007,
compared to $2.1 million in 2006, due primarily to higher interest expense of $0.7 million in 2007, resulting from the
full year impact of interest on debt obligations entered into during the latter part of 2006. In addition, other income
associated with bankruptcy proceeds from a previously impaired investment totaled only $0.1 million in 2007
compared to $0.7 million in 2006.

Income Tax Expense (Benefit). Our effective income tax rate for 2007 was 15.6% compared to 28.5% in 2006,
translating into an income tax benefit of $0.5 million in 2007 and income tax expense of $2.3 million in 2006. The
change in the effective tax rate was primarily due to increases in the tax benefit on our pre-tax loss related to (a)

$0.8 million in work opportunity credits received during 2007 in excess of amounts estimated for prior periods, and
(b) a $0.3 million tax benefit relating to adjustments to estimates for our 2006 state, federal and Canadian tax returns.
These tax benefit increases were offset by a decrease relating to a $1.7 million valuation allowance established in
2007 on capital loss carry forwards that management believes will not be offset by future capital gains prior to their
expiration.

Net Income (Loss). Net income declined to a net loss of $2.8 million in 2007 from net income of $5.8 million in 2006.
This decline was driven by increases in selling, general and administrative expenses and impairment and restructuring
charges and decreased interest and other income, as discussed previously.

2006 Compared to 2005

Revenue. Revenue increased 9.8%, or $21.2 million, to $237.6 million in 2006 compared to 2005. This increase was
driven by $36.7 million in revenue from clients new to StarTek since the latter half of 2005. Offsetting this increase
was a 9.0% decline in revenue from our largest client as a result of fewer operating hours, increased agent attrition
driven by local economic pressures at some of our sites and increased agents in training. Although agents generate
revenue while they are in training, they do so at a lower billing rate than they would generate in production. The loss
of revenues from a smaller client who ceased outsourcing to us in late 2005 as well as overall staffing issues in certain
of our locations also offset increases in revenue from new clients. Revenue declined approximately $12.5 million due
to our inability to fill seats due to economic pressures at several of our sites.

Cost of Services. Cost of services increased $34.2 million, or 20.5%, to $201.4 million during 2006 largely as a result
of volume delivered by clients new to StarTek since the latter half of 2005 including volume derived from three new
call center locations that became operational during the first two quarters of 2006. Gross margin declined from 22.7%
in 2005 to 15.2% during 2006. This decline was the result of staffing challenges, revenue mix, and decreased ability to
leverage fixed costs at our sites. We were also affected by a $3.9 million decline, net of hedges, in the value of the
U.S. dollar versus the Canadian dollar. More specifically, gross margin generated from servicing our largest client
drove much of the decline in gross profit due to lower revenue resulting from the aforementioned inability to fill seats
due to economic pressures at several of our sites, which resulted in a decreased ability to leverage fixed costs.
Additionally, gross margins earned from our largest client were affected by increased agents in training due to changes
in the client s service offerings, fewer operating hours and wage increases. Gross profit was also impacted by higher
fixed costs as a percentage of revenue as we ramped three new call center facilities during the year.

Selling, General and Administrative Expenses. As a percentage of revenue, selling, general and administrative
expenses declined from 13.1% in 2005 to 12.7% in 2006. This decline was driven by changes in our fixed cost
structure resulting from a 2005 program aimed at bringing our fixed costs more in line with our operations. However,
selling, general and administrative expenses of $30.2 million during 2006 represented a dollar increase of $1.8 million
when compared to the previous year. This increase was largely the result of increased costs to support three new call
centers opened during 2006, increased legal fees, and stock-based compensation expense related to the
implementation of Statement of Financial Accounting Standards No. 123R, Share-Based Payment ( SFAS No. 123R ).
Operating Income. 2006 operating income declined from $20.7 million in 2005 to $5.9 million. Operating margin
declined to 2.5% in 2006 from 9.6% in 2005. These declines were the result of declines in gross margin and increases
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in selling, general and administrative expenses, as discussed previously.
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Net Interest and Other Income. Net interest and other income of $2.1 million in 2006 was $0.6 million higher than in
2005 due in part to higher year-over-year investment income. In addition, we recovered approximately $0.7 million in
cash from our investment in Six Sigma, LLC, for which we had recognized impairment losses in 2001 and 2002.
These year-over-year increases were partially offset by a gain of approximately $0.8 million from the sale of our
Greeley East facility in 2005.

Income Tax Expense. Our effective income tax rate for 2006 was 28.5%, down from 36.8% in 2005. Accordingly,
income tax expense declined by $5.9 million to $2.3 million in 2006. The change in our effective tax rate was partially
the result of a $0.4 million reserve reversal related to the favorable settlement of an outstanding tax audit recognized
during the first quarter of 2006. Additionally, as a result of the cash recovery on our investment in Six Sigma, as
discussed previously, as well as capital gains in our investment portfolio during 2006, we were able to reverse

$0.3 million of a capital loss valuation allowance. Both of these items had the effect of decreasing our 2006 effective
tax rate.

Discontinued Operations. We completed the sale of our supply chain management service platform on December 16,
2005. Accordingly, the results of operations from this platform have been reported as discontinued operations for all
periods presented. The sale of this platform had no effect on our 2006 consolidated statement of operations. In 2005,
we realized a $0.3 million gain and associated tax expense of $0.1 million as a result of this sale. We also realized a
loss from the platform s results of operations of $2.2 million and a tax benefit of $0.8 million in 2005.

Net Income. Net income declined to $5.8 million in 2006 from $12.9 million in 2005. This decline was driven by
lower operating margins and was partially offset by a lower income tax rate as well as higher net interest and other
income, as discussed previously.

Liquidity and Capital Resources

As of December 31, 2007, we had working capital of $66.2 million, which represented an increase of $0.5 million
from our working capital as of December 31, 2006. This increase was due primarily to an increase in accounts
receivable of approximately $2.5 million, an increase in other current assets and income tax receivable of
approximately $0.7 million, and a decrease in our current portion of long-term debt of approximately $1.7 million.
This increase was offset by an increase in accounts payable and accrued liabilities of approximately $3.1 million and
an increase in other current liabilities and short-term deferred tax liabilities of approximately $1.4 million.

We have historically financed our operations, liquidity requirements, capital expenditures, and capacity expansion
primarily through cash flows from operations, and to a lesser degree, through various forms of debt and leasing
arrangements. In addition to funding basic operations, our primary uses of cash typically relate to capital expenditures
to upgrade our existing information technologies and service offerings, investments in our facilities and, historically,
the payment of dividends. We believe that cash flows from operations and cash provided by short-term borrowings,
when necessary, will adequately meet our ongoing operating requirements and scheduled principal and interest
payments on existing debt. Any significant future expansion of our business may require us to secure additional cash
resources. Our liquidity could be significantly impacted by large cash requirements to expand our business or a
decrease in demand for our services, particularly from any of our principal clients, which could arise from a number of
factors, including, but not limited to, competitive pressures, adverse trends in the business process outsourcing market,
industry consolidation, adverse circumstances with respect to the industries we service, and any of the other factors we
describe more fully in the Risk Factors section of this Item 7.

Net Cash Provided by Operating Activities. Net cash provided by operating activities was $20.6 million in 2007,
compared to $18.9 million in 2006. The increase in cash provided by operating activities was due primarily to the
timing and size of changes in operating assets and liabilities. Accounts payable, accrued liabilities, income taxes and
other liabilities increased during 2007 by approximately $2.5 million compared to approximately $4.2 million in 2006,
and accounts receivable, prepaid expenses and other assets increased approximately $1.4 million in 2007, compared to
approximately $6.1 million in 2006. Additionally, our net loss was approximately $2.8 million in 2007 compared to
net income of approximately $5.8 million in 2006 due primarily to approximately $3.6 million in non-cash
impairment losses. Our non-cash costs increased in 2007 by approximately $0.8 million related to stock-based
compensation expense and approximately $0.3 million in depreciation expense.
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Net Cash Provided by (Used in) Investing Activities. Net cash used in investing activities was approximately

$25.7 million in 2007, compared to net cash provided by investing activities of approximately $2.6 million during
2006. In 2007, net purchases of investments was $10.5 million and purchases of property, plant and equipment was
$15.2 million. In 2006, net proceeds from investments was $22.4 million and purchases of property, plant and
equipment was $20.1 million. In 2006, we purchased property, plant and equipment related to the opening of three
new facilities, compared to property, plant and equipment purchases in the fourth quarter of 2007 related to one
facility that opened in early 2008. In 2006, we sold a large portion of our equity securities to fund the build-out of the
new facilities which did not occur in 2007 as we invested cash on hand and cash generated by operating activities in
investment securities.
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During 2008, we plan to expend cash on additional property, plant and equipment for new facility openings. Our
actual capital expenditures may vary depending on the infrastructure required in order to give quality service to our
clients based on our continual assessment of capacity needs. We believe our existing facilities are adequate for our
current operations, but additional capacity expansion, including opening additional facilities, may be required to
support our future growth. While we strive to make the best use of the operating facilities we have, management
intends to maintain a certain amount of excess capacity to enable us to readily provide for the needs of new clients and
the increasing needs of existing clients.

Net Cash Used in Financing Activities. Net cash used in financing activities was approximately $5.8 million in 2007,
compared to approximately $4.7 million in 2006. In 2006, we entered into a Canadian dollar secured equipment loan
and a secured promissory note, which resulted in proceeds of approximately $13.3 million, offset by $2.8 million in
principal payments on these borrowings and existing debt obligations in 2006. During 2007, we did not have any
proceeds from additional financing and made principal payments on existing borrowings of approximately

$5.8 million. In 2006, there was approximately $1.1 million of cash received upon the exercise of stock options,
whereas, there were no stock option exercises during 2007. In addition, during 2006, we used approximately

$16.3 million in cash to make dividend payments, which we ceased during fiscal year 2007. In January 2007, our
board of directors announced that it would not declare a quarterly dividend on our common stock in the first quarter of
2007 nor in the foreseeable future thereafter. We plan to invest in growth initiatives in lieu of paying dividends.
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Contractual Obligations. Other than operating leases for certain equipment and real estate and commitments to
purchase goods and services in the future, in each case as reflected in the table below, we have no off-balance sheet
transactions, unconditional purchase obligations or similar instruments and we are not a guarantor of any other entities
debt or other financial obligations, other than the Canadian Dollar Secured Equipment Loan and the Secured
Promissory Note, as described below. The following table presents a summary (in thousands), by period, of the future
contractual obligations and payments we have entered into as of December 31, 2007:

Less Two to More

Than Three Four to than

Five Five

One Year Years Years Years Total

Operating leases (1) $ 4633 $ 8675 $ 5476 $ 751 $ 19,535
Purchase obligations (2 2,171 62 2,233
Long-term debt, including current portion (3) 3,975 7,380 11,355
Total contractual obligations $ 10,779 $ 16,117 $ 5476 $ 751 $ 33,123

(1) We lease
facilities and
equipment
under various
non-cancelable
operating leases.

(2) Purchase
obligations
include
commitments to
purchase goods
and services that
in some cases
may include
provisions for
cancellation.

(3) Our outstanding

debt obligations

as of

December 31,

2007 are

described

below.
Line of Credit
We maintain a $10 million unsecured line of credit with Wells Fargo Bank, N.A. (the Bank ) which we use to finance
regular, short-term operating expenses. On June 27, 2007, we amended and renewed our revolving $10 million line of
credit agreement with the Bank effective June 1, 2007. The amendment extends the last day under which the Bank
will make advances under the line of credit to June 30, 2009. Borrowings under this line of credit bear interest at
either a fluctuating rate per annum that is 1% below the Prime Rate or at a fixed rate per annum determined by the
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Bank to be 1.5% above LIBOR. The interest rate on this facility was 6.25% as of December 31, 2007. The tangible net
worth we are required to have at December 31, 2006 was amended to $95 million and must increase (but never
decrease) at each subsequent fiscal quarter end by an amount equal to 25% of the net income (but only if positive) for
each fiscal quarter then ended. We must generate minimum net profit after taxes of not less than $1.00 on a rolling
four-quarter basis, and are not permitted to incur net losses in any two consecutive quarterly periods, nor for the
quarter ending March 31, 2008. In determining such profit and loss, we may add back up to $5 million in
non-recurring non-cash charges and up to $5 million in non-recurring cash charges incurred during the fiscal year
ending December 31, 2007. We must maintain unencumbered liquid assets having an aggregate fair market value of
not less than $10 million measured at the end of each fiscal quarter. No amounts were outstanding under this line of
credit as of December 31, 2007, and we were in compliance with all of our debt covenants related to this facility.
Secured Equipment Loan

In February 2004, we entered into a $10.0 million secured equipment loan with Wells Fargo Equipment Finance
Company, Inc., which bears interest at a fixed rate of 3.65% per annum and matures on February 28, 2008. The loan is
secured by certain furniture, telephone and computer equipment. As of December 31, 2007, approximately

$0.5 million was outstanding under this loan.

Canadian Dollar Secured Equipment Loan

On November 17, 2006, StarTek Canada Services, Ltd., one of our subsidiaries, borrowed approximately $9.6 million
Canadian dollars from Wells Fargo Equipment Finance Company, Inc. These borrowings are guaranteed by StarTek,
Inc. and our subsidiary, StarTek USA, Inc., and are secured by fixed assets and tenant improvements at certain of our
Canadian facilities. Under the guarantee agreement, if StarTek Canada Services, Ltd. fails to pay its obligations under
the loan agreement when due, the loan guarantors agree to punctually pay any indebtedness, along with interest and
certain expenses incurred on behalf of Wells Fargo Equipment Finance Company, Inc. to enforce the guarantee, to
Wells Fargo Equipment Finance Company, Inc. The loan will be repaid in 48 monthly installments of $0.225 million
until maturity on November 20, 2010, which reflects an implicit annual interest rate of 5.77%. We may elect to prepay
amounts due under this loan, provided that we give Wells Fargo Equipment Finance Company, Inc. at least 30 days
written notice and that we pay a prepayment premium, as stipulated in the loan agreement. As of December 31, 2007,
approximately $7.2 million U.S. dollars were outstanding under this loan.
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Secured Promissory Note

On November 17, 2006, our subsidiary, StarTek USA, Inc., borrowed approximately $4.9 million from Wells Fargo
Equipment Finance, Inc. The loan will be repaid with interest in 48 monthly installments of $0.115 million until
maturity on November 30, 2010. The borrowings bear interest at an annual rate of 6.38% and are secured by fixed
assets and tenant improvements at certain of our U.S. facilities. The borrowings may be repaid early without penalty.
The promissory note is guaranteed by StarTek, Inc. and our subsidiary, StarTek Canada Services, Ltd. Under the
guarantee agreement, if StarTek USA, Inc. fails to pay its obligations under the loan agreement when due, the
guarantors agree to full and prompt payment of each and every debt, liability and obligation of every type and
description that StarTek USA, Inc. may now or in the future owe. As of December 31, 2007, approximately

$3.7 million was outstanding under this note.

Other Factors Impacting Liquidity

Effective November 4, 2004, our board of directors authorized purchases of up to $25 million of our common stock.
The repurchase program will remain in effect until terminated by the board of directors and will allow us to
repurchase shares of our common stock from time to time on the open market, in block trades and in
privately-negotiated transactions. Repurchases will be implemented by the Chief Financial Officer consistent with the
guidelines adopted by the board of directors from time to time and will depend on market conditions and other factors.
Any repurchased shares will be made in accordance with SEC rules. We have not yet repurchased any shares pursuant
to this board authorization.

Our business currently has a high concentration on a few principal clients. The loss of a principal client and/or
changes in timing or termination of a principal client s product launch or service offering would have a material
adverse effect on our business, liquidity, operating results, and financial condition. These client relationships are
further discussed in the section entitled Risk Factors in this section and in Note 5 Principal Clients, to our
Consolidated Financial Statements, which are included at Item 15, Exhibits and Financial Statement Schedules, of this
Form 10-K. To limit our credit risk, management from time to time will perform credit evaluations of our clients.
Although we are directly impacted by the economic conditions in which our clients operate, management does not
believe substantial credit risk existed as of December 31, 2007.

Although management cannot accurately anticipate effects of domestic and foreign inflation on our operations,
management does not believe inflation has had, or is likely in the foreseeable future to have, a material adverse effect
on our results of operations or financial condition.

Variability of Operating Results

Our business has been seasonal only to the extent that our clients marketing programs and product launches are geared
toward the holiday buying season. We have experienced and expect to continue to experience some quarterly
variations in revenue and operating results due to a variety of factors, many of which are outside our control,
including: (i) timing and amount of costs incurred to expand capacity in order to provide for volume growth from
existing and future clients; (ii) changes in the volume of services provided to principal clients; (iii) expiration or
termination of client projects or contracts; (iv) timing of existing and future client product launches or service
offerings; (v) seasonal nature of certain clients businesses; and (vi) cyclical nature of certain clients businesses.
Critical Accounting Policies and Estimates

Our discussion and analysis of financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with U.S. generally accepted accounting principles. The
preparation of our financial statements require us to make estimates that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosures of contingent assets and liabilities. We base our accounting
estimates on historical experience and other factors that we believe to be reasonable under the circumstances.
However, actual results may vary from these estimates due to factors beyond our control or due to changes in these
assumptions or conditions. We have discussed the development and selection of critical accounting policies and
estimates with our Audit Committee. The following is a summary of our critical accounting policies and estimates we
make in preparing our consolidated financial statements:

Revenue Recognition
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We invoice our business process outsourcing services clients monthly in arrears and recognize revenue for such
services when completed. For substantially all of our contractual arrangements for business process outsourcing
services, we recognize revenue based either on the billable hours or minutes of each customer service representative,
at rates provided in the client contract, or on a rate-per-transaction basis. The contractual rates can fluctuate based on
our performance against certain pre-determined criteria related to quality and performance. Additionally, some clients
are contractually entitled to penalties when we are out of compliance with certain quality and/or performance
obligations defined in the client contract. Such penalties are recorded as a reduction to revenue as incurred, based on a
measurement of the appropriate penalty under the terms of the client contract.
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The provision of business process outsourcing services to our clients generally does not involve multiple elements in
the context of Emerging Issues Task Force ( EITF ) Issue No. 00-21, Revenue Arrangements with Multiple
Deliverables. We provide initial training to customer service representatives upon commencement of new business
process outsourcing services contracts and recognize revenues for such training as the services are provided based
upon the production rate (i.e., billable hours and rates related to the training services as stipulated in our contractual
arrangements). Accordingly, the corresponding training costs, consisting primarily of labor and related expenses, are
recognized as incurred. Likewise, some client contracts stipulate that we are entitled to bonuses should we meet or
exceed these predetermined quality and/or performance obligations. These bonuses are recognized as incremental
revenue in the period in which they are earned.
Impairment of Long-Lived Assets
We periodically, on at least an annual basis, evaluate potential impairments of our long-lived assets in accordance
with Statement of Financial Accounting Standards No. 144, Accounting for the Impairment or Disposal of
Long-Lived Assets ( SFAS No. 144 ). In our annual evaluation or when we determine that the carrying value of
long-lived assets may not be recoverable based upon the existence of one or more indicators of impairment, we
evaluate the projected undiscounted cash flows related to the assets. If these cash flows are less than the carrying
values of the assets, we measure the impairment based on the excess of the carrying value of the long-lived asset over
the long-lived asset s fair value. Our projections contain assumptions pertaining to anticipated levels of utilization and
revenue that may or may not be under contract but are based on our experience and/or projections received from our
customers. We recognized impairment losses of approximately $3.6 million, $0 and $0 during the years ended
December 31, 2007, 2006 and 2005, respectively. For additional information, see Note 2, Restructuring Charges and
Impairment Losses, to our Consolidated Financial Statements, included in Item 15, Exhibits and Financial Statement
Schedules.
Restructuring Charges
Statement of Financial Accounting Standards No. 146, Accounting for Costs Associated with Exit or Disposal
Activities ( SFAS No. 146 ) specifies that a liability for a cost associated with an exit or disposal activity be recognized
when the liability is incurred, instead of upon commitment to an exit plan. On an ongoing basis, management assesses
the profitability and utilization of our facilities and in some cases management has chosen to close facilities. A
significant assumption used in determining the amount of the estimated liability for closing a facility is the estimated
liability for future lease payments on vacant facilities, which we determine based on a third-party broker s assessment
of our ability to successfully negotiate early termination agreements with landlords and/or to sublease the facility. If
the assumptions regarding early termination and the timing and amounts of sublease payments prove to be inaccurate,
we may be required to record additional losses, or conversely, a future gain, in the Consolidated Statements of
Operations and Comprehensive Income (Loss). We recognized restructuring charges of approximately $0.7 million,
$0 and $0 during the years ended December 31, 2007, 2006 and 2005, respectively. For additional information, see
Note 2, Restructuring Charges and Impairment Losses, to our Consolidated Financial Statements, included in Item 15,
Exhibits and Financial Statement Schedules.
Investments
We have historically invested in investment grade corporate bonds, convertible bonds, mutual funds, commercial
paper, various forms of equity securities, option contracts, non-investment grade bonds, and alternative investment
partnerships. These investments are classified as trading securities, investments held to maturity or investments
available for sale, based on our intent at the date of purchase. As of December 31, 2007 and 2006, we were not
invested in any trading securities or held-to-maturity securities.
We amended our investment policy in October 2006. Under the amended policy, we may invest in certain U.S.
Government and government-sponsored securities, repurchase agreements, option contracts, investment grade
corporate obligations, corporate debt securities, municipal securities, mortgage-backed securities, money market and
mutual funds, subject to the terms of the policy. The Chief Financial Officer is responsible for oversight of the
investment portfolio.
Investments available for sale are carried at their respective fair market values. Fair market values are determined by
the most recently traded price of the security or underlying investment at the balance sheet date. Temporary changes
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in the fair market value of investments available for sale are reflected in stockholders equity.
We exercise judgment in periodically evaluating investments for impairment. Investments are evaluated for
other-than-temporary impairment in accordance with the provisions of EITF Issue No. 03-1, The Meaning of
Other-Than-Temporary Impairment and Its Application to Certain Investments. We consider factors such as market
conditions, the industry sectors in which the issuer of the investment operates, the viability and prospects of each
entity, and the length of time that fair value has been less than cost. A write-down of the related investment is
recorded and is reflected as a loss when an impairment is considered other-than-temporary. No investments were
determined to be other-than-temporarily impaired during 2007, 2006 or 2005. During 2007 and 2006, we recovered
cash from an investment that had previously been written off. This cash recovery is more fully described in Note 10,
Net Interest and Other Income, to our Consolidated Financial Statements, included in Item 15, Exhibits and Financial
Statement Schedules.

19

Table of Contents 34



Edgar Filing: STARTEK INC - Form 10-K

Table of Contents

Derivative Instruments and Hedging Activities

We follow the provisions of Statement of Financial Accounting Standards No. 133, Accounting for Derivative
Instruments and Hedging Activities ( SFAS No. 133 ) and related guidance for all of our derivative and hedging
instruments. SFAS No. 133 requires every derivative instrument (including certain derivative instruments embedded
in other contracts) to be recorded in the consolidated balance sheet as either an asset or liability measured at its fair
value, with changes in the fair value of qualifying hedges recorded in other comprehensive income. SFAS No. 133
requires that changes in a derivative s fair value be recognized currently in earnings unless specific hedge accounting
criteria are met. Special accounting for qualifying hedges allows a derivative s gains and losses to offset the related
results of the hedged item and requires that we must formally document, designate and assess the effectiveness of
transactions that receive hedge accounting treatment.

We have elected cash flow hedge accounting under SFAS No. 133 in order to associate the results of the hedges with
forecasted future expenses. The current mark-to-market gain or loss is recorded in accumulated other comprehensive
income as a component of stockholders equity and will be re-classified to operations as the forecasted expenses are
incurred, typically within one year. During 2007, 2006 and 2005, our cash flow hedges were highly effective and there
were no amounts charged to the Consolidated Statements of Operations and Other Comprehensive Income (Loss) for
hedge ineffectiveness. While we expect that our derivative instruments that have been designated as hedges will
continue to meet the conditions for hedge accounting, if such hedges do not qualify as highly effective or if we do not
believe that forecasted transactions will occur, the changes in the fair value of the derivatives used as hedges will be
reflected in earnings.

Income Taxes

We account for income taxes using the liability method as prescribed by Statement of Financial Accounting Standards
No. 109, Accounting for Income Taxes ( SFAS No. 109 ). Deferred income taxes reflect net effects of temporary
differences between carrying amounts of assets and liabilities for financial reporting purposes and amounts used for
income tax purposes. We are subject to foreign income taxes on our foreign operations. We are required to estimate
our income taxes in each jurisdiction in which we operate. This process involves estimating our actual current tax
exposure, together with assessing temporary differences resulting from differing treatment of items for tax and
financial reporting purposes. The tax effects of these temporary differences are recorded as deferred tax assets or
deferred tax liabilities. Deferred tax assets generally represent items that can be used as a tax deduction or credit in our
tax return in future years for which we have already recorded the expense in our financial statements. Deferred tax
liabilities generally represent tax items that have been deducted for tax purposes, but have not yet been recorded as
expenses in our financial statements.

As of December 31, 2007, we had long-term deferred tax assets, net of a valuation allowance, of approximately

$3.7 million related to U.S. and Canadian jurisdictions whose recoverability is dependent upon future profitability. We
believe our deferred tax assets other than those that carry a valuation allowance will be realized through the reversal of
our existing temporary differences, the generation of future taxable income and the execution of available tax planning
strategies. Additional valuation allowances may be required if we are unable to execute our tax planning strategies or
generate future taxable income. The valuation allowance that has been established will be maintained until there is
sufficient positive evidence to conclude that it is more likely than not that the related deferred tax assets will be
realized. When sufficient positive evidence occurs, our income tax expense will be reduced to the extent we decrease
the amount of our valuation allowance. The increase or reversal of all or a portion of our tax valuation allowance
could have a significant negative or positive impact on future earnings.

Effective January 1, 2007, we adopted FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, an
Interpretation of FASB Statement No. 109 ( FIN 48 ). FIN 48 prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken on a
tax return. FIN 48 requires the recognition of penalties and interest on any unrecognized tax benefits. Our policy is to
reflect penalties and interest as part of income tax expense as they become applicable. We file numerous consolidated
and separate income tax returns in the United States federal jurisdiction and in many state jurisdictions, as well as in
Canada. Our United States federal returns and most state returns for tax years 2004 and forward are subject to
examination. Canadian returns for tax years 2003 and forward are subject to examination. No United States federal
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returns are currently under audit, and no extensions of statute of limitations have been granted. The 2004 and 2005
Canadian returns are currently under audit by the Canadian Revenue Agency. The 2003 through 2006 Colorado state
returns are currently under audit by the State of Colorado. The adoption of FIN 48 had no impact on our Consolidated
Financial Statements, and as of December 31, 2007, there were no unrecognized income tax benefits.
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Stock-Based Compensation

On January 1, 2006, we adopted Statement of Financial Accounting Standards Statement No. 123R, Share-Based
Payment ( SFAS No. 123R ). As such, during 2006 and 2007, we recognized expense related to all share-based
payments to employees, including grants of employee stock options, in our Consolidated Statements of Operations
and Other Comprehensive Income (Loss), based on the share-based payments fair values amortized straight-line over
the period during which the employees are required to provide services in exchange for the equity instruments. We
adopted this standard using the modified prospective method, which stipulates that compensation expense be
recognized beginning with the effective date for all share-based payments granted after the effective date and for all
awards granted to employees prior to the effective date that remain unvested on the effective date. We use the
Black-Scholes method for valuing stock-based awards. Prior to January 1, 2006, we accounted for stock-based awards
to employees and non-employee directors under the intrinsic value recognition and measurement principles of
Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related Interpretations
( APB 25 ). Accordingly, no stock option-based employee compensation cost was recognized in our Consolidated
Statements of Operations and Other Comprehensive Income (Loss) prior to 2006, as all stock options granted under
those plans had an exercise price that was equal to the market value of the underlying stock on the grant date. For
additional information, see Note 9, Share-Based Compensation, to our Consolidated Financial Statements, included in
Item 15, Exhibits and Financial Statement Schedules.

Risk Factors

Over 70% of our revenue in the past several years has been received from our two largest clients. The loss or
reduction in business from any of these clients would adversely affect our business and results of operations.

The following table represents revenue concentration of our principal clients:

Year Ended December 31,
2007 2006 2005@
AT&T Inc. (formerly Cingular Wireless, LLC and AT&T Corp.) 50.4% 52.7% 63.6%
T-Mobile 21.8% 21.2% 23.9%

() 2005 data has

been adjusted

from amounts

previously

reported due to

the merger of

two of our

clients, AT&T

Corp. and

Cingular

Wireless, LLC.
The loss of a principal client, a material reduction in the amount of business we receive from a principal client, or the
loss, delay or termination of a principal client s product launch or service offering would adversely affect our business,
revenue and operating results. We may not be able to retain our principal clients or, if we were to lose any of our
principal clients, we may not be able to timely replace the revenue generated by the lost clients. Loss of a principal
client could result from many factors, including consolidation or economic downturns in our clients industries, as
discussed further below. Our contract with Cingular Wireless, LLC (the Cingular Contract ) is now with AT&T
Mobility LLC, a wholly-owned subsidiary of AT&T, Inc. (AT&T), as a result of AT&T s acquisition of Cingular
Wireless, LLC. A significant portion of the Cingular Contract, including the customer care and accounts receivable
management portions of the contract (the Customer Care Services ), has been extended for the sixth time through
March 31, 2008 as the parties negotiate a new agreement for the Customer Care Services. The remaining portion of
the Cingular Contract, comprising business care services, was replaced in December 2006 with a contract that expires
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in November 2008. We entered into a services agreement and statement of work with T-Mobile for the provision of
certain call center services, each being effective October 1, 2007 and continuing for two years. That agreement and
statement of work were included as Exhibit 10.12 in the Quarterly Report on Form 10-Q that we filed with the SEC on
November 6, 2007.

We expect to renew each of these agreements with AT&T and T-Mobile in due course. However, if we fail to do so, it
would have a material adverse effect on our business, results of operations, and financial condition.

The future revenue we generate from our principal clients may decline or grow at a slower rate than expected or than
it has in the past. In the event we lose any of our principal clients or do not receive call volumes anticipated from these
clients, we may suffer from the costs of underutilized capacity because of our inability to eliminate all of the costs
associated with conducting business with that client, which could exacerbate the effect that the loss of a principal
client would have on our operating results and financial condition. For example, there are no guarantees of volume
under the contract with AT&T. Likewise, the current contract provides for a tiered incentive pricing structure that
provides for lower pricing at higher volumes. Additional productivity gains will be necessary to offset the negative
impact that lower per-minute revenue at higher volume levels will have on our margins in future periods.
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Our client base is concentrated in the communications industry, which has recently experienced consolidation
trends. As our clients businesses change as a result of merger and acquisition activity, there is no guarantee that
the newly formed companies will continue to use our services.

Consolidation in the communications industry may decrease the potential number of buyers for our services.
Likewise, there is no guarantee that the acquirer of one of our clients will continue to use our services after the
consolidation is completed. We are particularly vulnerable on this issue given the relatively few significant clients we
currently serve and the concentration of these clients in the telecommunications industry. For example, in late 2006,
our client, AT&T, Inc. acquired another of our clients, Cingular Wireless, LLC (now, AT&T Mobility, LLC), thereby
further concentrating our revenue base. There can be no assurance that AT&T Mobility, LLC, AT&T, Inc., or other
subsidiaries of AT&T, Inc. will continue to use our services in the future. If we lose principal clients or our service
volumes decrease as a result of principal clients being acquired, our business, financial condition and results of
operations would be adversely affected. We expect to negotiate renewals of our contracts in due course, however, if
any of such contracts or any order under such a contract is not ultimately renewed, it would have a material adverse
effect on our results of operations and financial condition.

Our client base is concentrated in the communications industry and our strategy partially depends on a trend of
communications companies continuing to outsource non-core services. If the communications industry suffers a
downturn or the trend toward outsourcing reverses, our business will suffer.

Our current clients are almost exclusively communications companies, which include companies in the wire-line,
wireless, cable and broadband lines of business. Over 95% of our revenue in 2007 was concentrated in the
telecommunications industry. Our business and growth is largely dependent on continued demand for our services
from clients in this industry, and other industries that we may target in the future, and on trends in those industries to
purchase outsourced services. A general and continuing economic downturn in the telecommunications industry or in
other industries that we target, or a slowdown or reversal of the trend in these industries to outsource services we
provide, could adversely affect our business, results of operations, growth prospects, and financial condition.

We have experienced significant management turnover and need to retain key management personnel.

On January 5, 2007, A. Laurence Jones was appointed President, Chief Executive Officer and Interim Chief Financial
Officer as a successor to our former Chief Executive Officer, Steven D. Butler. On September 10, 2007, we hired
David G. Durham as our Executive Vice President, Treasurer and Chief Financial Officer. We filled several other key
management positions during 2007 and eliminated the position of Chief Information Officer ( CIO ) by integrating the
functions he managed with finance and operations. High turnover of senior management can adversely impact our
stock price, our results of operations and our client relationships, and may make recruiting for future management
positions more difficult. In some cases, we may be required to pay significant amounts of severance to terminated
management employees. In addition, we must successfully integrate any new management personnel that we hire
within our organization in order to achieve our operating objectives. Changes in other key management positions may
temporarily affect our financial performance and results of operations as new management becomes familiar with our
business. Accordingly, our future financial performance will depend to a significant extent on our ability to motivate
and retain key management personnel.

If we are not able to hire and retain qualified employees, our ability to service our existing customers and retain
new customers will be adversely affected.

Our success is largely dependent on our ability to recruit, hire, train, and retain qualified employees. Our business is
labor intensive and, as is typical for our industry, continues to experience high personnel turnover. Our operations,
especially our technical support and customer care services, generally require specially trained employees. During
2007, we experienced a high rate of employee turnover, which, in turn, increased our recruiting and training costs.
This turnover decreased our operating efficiency, productivity and ability to fully respond to client demand, thereby
adversely impacting our results of operations during the year. Some of this turnover can be attributed to the fact that
we compete for labor not only with other call centers, but also with other similar-paying jobs including retail, oil and
gas industry labor, food service, etc. As such, improvements in the local economies in which we operate can adversely
affect our ability to recruit agents in those locations. Further increases in employee turnover or failure to effectively
address and remedy these high attrition rates would have an adverse effect on our results of operations and financial
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condition.

The addition of new clients or implementation of new projects for existing clients may require us to recruit, hire, and
train personnel at accelerated rates. We may not be able to successfully recruit, hire, train, and retain sufficient
qualified personnel to adequately staff for existing business or future growth, particularly if we undertake new client
relationships in industries in which we have not previously provided services. Because a substantial portion of our
operating expenses consists of labor-related costs, labor shortages or increases in wages (including minimum wages as
mandated by the U.S. and Canadian federal governments, employee benefit costs, employment tax rates, and other
labor related expenses) could cause our business, operating profits, and financial condition to suffer. Some of our
Canadian employees have attempted to organize a labor union, which, if successful, could further increase our
recruiting and training costs and could decrease our operating efficiency and productivity.
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Our operating costs may increase as a result of higher labor costs.

During the past economic downturns, we, like a number of companies in our industry, sought to limit our labor costs
by limiting salary increases and payment of cash bonuses to our employees. During 2007, the local economies in some
of the locations in which we operate experienced growth, which caused us to increase labor rates to remain
competitive within the local economies. If these growth trends continue, we may need to further increase salaries or
otherwise compensate our employees at higher levels in order to remain competitive. Effective July 2007, the U.S.
federal minimum wage was increased, with additional increases expected in July 2008 and July 2009. The minimum
wage applicable to most of our operations in Canada is rising even more dramatically than in the U.S. Higher salaries
or other forms of compensation are likely to increase our cost of operations. If such increases are not offset by
increased revenue, they will negatively impact our financial results. In the past, some of our Canadian employees have
attempted to organize a labor union, which if successful could further increase our recruiting and training costs and
could decrease our operating efficiency and productivity.

We may need to add specialized sales personnel in order to grow our business. We may have difficulty recruiting
candidates for these positions.

Our future growth depends on our ability to initiate, develop and maintain new client relationships, as well as our
ability to maintain relationships with our existing principal clients. To generate opportunities for new business from
existing clients, as well as obtain new clients, we may need to hire specialized sales and marketing staff to introduce
new products and services. If we are unable to hire sales people with the specialized skills and knowledge needed to
attract new business, or if we are not able to develop new products and services, we will not be able to diversify our
revenue base.

We face considerable pricing pressure in our business, and if we are not able to continually increase productivity,
our gross margins and results of operations may be adversely affected.

Our strategy depends in part on our ability to increase productivity. We face significant price pressure arising from our
clients desire to decrease their operating costs, and from other competitors operating in our targeted markets. Price
pressure may be more pronounced during periods of economic uncertainty. In addition, our contract with our largest
customer currently contains a tiered pricing structure, under which pricing declines as service volumes increase,
creating increased pricing pressures in recent years. Accordingly, our ability to maintain our operating margins
depends on our ability to improve productivity and reduce operating costs. If we are not able to achieve sufficient
improvements in productivity to adequately compensate for potential price decreases, our results of operations may be
adversely affected.

Our operating results may be adversely affected if we are unable to maximize our facilities capacity utilization.

Our profitability is influenced by our facility capacity utilization. The majority of our business involves technical
support and customer care services initiated by our clients customers, and as a result, our capacity utilization varies
and demands on our capacity are, to some degree, beyond our control. We have experienced, and in the future may
experience, periods of idle capacity from opening new facilities where forecasted volume levels did not materialize. In
addition, we have experienced, and in the future may experience, idle peak period capacity when we open a new
facility or terminate or complete a large client program. These periods of idle capacity may be exacerbated if we
expand our facilities or open new facilities in anticipation of new client business, because we generally do not have
the ability to require a client to enter into a long-term contract, or to require clients to reimburse us for capacity
expansion costs if they terminate their relationship with us, or do not provide us with anticipated service volumes.
From time to time, we assess the expected long-term capacity utilization of our facilities. Accordingly, we may, if
deemed necessary, consolidate or close under-performing facilities in order to maintain or improve targeted utilization
and margins. There can be no assurance that we will be able to achieve or maintain optimal facility capacity
utilization.
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We may not collect on a $740 thousand note receivable due from the purchasers of our Supply Chain Management
Services platform.

On December 16, 2005, we sold our Supply Chain Management Services platform. In connection with the transaction,
we accepted a 5-year unsecured $740 thousand note. The terms of the note call for the buyer to make quarterly interest
payments to us at a fixed rate of 7% per annum for the first two years of the note. Thereafter, the buyer must pay us
interest plus set principal amounts, in accordance with the terms of the note, with the entire balance due on or before
December 16, 2010. The buyer of the Supply Chain Management Services platform is a startup company that
commenced operations at the time of the purchase. Management actively monitors activity related to this note
receivable and regularly assesses the collectibility of the principal and interest payments due. Currently, no allowance
has been created to reserve for uncollectible amounts of this note receivable. If, in the future, we must create an
allowance or write off uncollectible amounts of this loan, it could have a material effect on our results of operations.
We and some of our former management employees are the subject of a class action lawsuit. The defense and
ultimate outcome of these allegations could negatively affect our future operating results.

StarTek and six of its former directors and officers have been named as defendants in West Palm Beach Firefighters
Pension Fund v. StarTek, Inc., et al. (U.S. District Court, District of Colorado) filed on July 8, 2005, and John Alden
v. StarTek, Inc., et al. (U.S. District Court, District of Colorado) filed on July 20, 2005. Those actions have been
consolidated by the federal court. The consolidated action is a purported class action brought on behalf of all persons
(except defendants) who purchased shares of our common stock in a secondary offering by certain of our stockholders
in June 2004, and in the open market between February 26, 2003 and May 5, 2005 (the Class Period ). The
consolidated complaint alleges that the defendants made false and misleading public statements about us and our
business and prospects in the prospectus for the secondary offering, as well as in filings with the SEC and in press
releases issued during the Class Period, and that as a result, the market price of our common stock was artificially
inflated. The complaints allege claims under Sections 11 and 15 of the Securities Act of 1933 and under Sections
10(b) and 20(a) of the Securities Exchange Act of 1934. The plaintiffs in both cases seek compensatory damages on
behalf of the alleged class and award of attorneys fees and costs of litigation. We believe we have valid defenses to the
claims and intend to defend the litigation vigorously. On May 23, 2006, we and the individual defendants moved the
court to dismiss the action in its entirety.

Two stockholder derivative lawsuits related to these aforementioned claims were also filed against various of our
present and former officers and directors on November 16, 2005 and December 22, 2005, alleging breach of fiduciary
duty, abuse of control, gross mismanagement, waste of corporate assets, and unjust enrichment. The derivative
actions, which have been consolidated, name us as a nominal defendant. On April 18, 2006, we and the individually
named defendants filed a motion to dismiss the derivative actions. On October 1, 2007, the court granted our motion
and entered judgment dismissing the consolidated derivative actions with prejudice. No appeal from this dismissal
was filed prior to the expiration of the 30-day period for filing such appeals.

It is not possible at this time to estimate the possibility of a loss or the range of potential losses arising from these
claims. We may, however, incur material legal fees with respect to our defense of these claims. The claims have been
submitted to the carriers of our executive and organization liability insurance policies. We expect the carriers to
provide for certain defense costs and, if needed, indemnification with a reservation of rights. The policies have
primary and excess coverage that we believe will be adequate to defend this case and are subject to a retention for
securities claims. These policies provide that we are responsible for the first $1.025 million in legal fees. As of
February 15, 2008, we had incurred legal fees related to these lawsuits of more than 90% of our $1.025 million
deductible.

We have been involved from time to time in other litigation arising in the normal course of business, none of which is
expected by management to have a material adverse effect on our business, financial condition or results of
operations.
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We generate revenue based on the demand for, and inquiries generated by, our clients products and services. If
our clients products and services are not successful or do not generate the anticipated call volumes, our revenue
and results of operations will be adversely affected.

In substantially all of our client relationships, we generate revenue based on the amount of products and services
demanded by our clients customers. The amount of our revenue also depends on the number and duration of customer
inquiries. Consequently, the amount of revenue generated from any particular client is dependent upon consumers
interest in and use of that client s products or services. In addition, if the reliability of our customers products or
services increases as a result of technological improvements, the volume of calls that we service may be reduced. If
customer interest in or increased reliability of any products or services offered by our clients and for which we provide
outsourced services result in reduced service volumes, our revenue would be diminished. StarTek utilizes forecasts
made by our clients based on demand from their customers. If the actual call volumes are materially different than the
forecasted volumes, our financial results could be adversely affected.

In 2006, we expanded our capacity to include three new facilities in response to new client contracts garnered during
the latter half of 2005. As business associated with these new clients and additional facilities ramped, we experienced
excess capacity and incurred additional costs as we worked towards bringing these facilities to normal operational
levels. In January 2007, we announced that we would be closing our site in Petersburg, Virginia due to reduced client
demand in that facility. We were able to re-open that site in May 2007 as client demand rose. If client demand
declines, we would not leverage our fixed costs as effectively, which would have a material adverse effect on our
results of operations and financial condition.

Our contracts generally do not contain minimum purchase requirements and can generally be terminated by our
customers on short notice without penalty.

We enter into written agreements with each client for our services. We seek to sign multi-year contracts with our
clients, however these contracts generally permit termination upon 30 to 90 days notice by our clients; do not
designate us as our clients exclusive outsourced services provider; do not penalize our clients for early termination;
hold us responsible for work performed that does not meet pre-defined specifications; and do not contain minimum
purchase requirements or volume commitments. Accordingly, we face the risk that our clients may cancel contracts
we have with them, which may adversely affect our results. In addition, some contracts with one of our two largest
clients either expire in 2008 or are currently under negotiation for renewal and we cannot guarantee that they will be
extended or renewed. If a principal client cancelled or did not renew their contract with us, our results would suffer. In
addition, because the amount of revenue generated from any particular client is generally dependent on the volume
and activity of our clients customers, as described above, our business depends in part on the success of our clients
products. The number of customers who are attracted to the products of our clients may not be sufficient, or our
clients may not continue to develop new products that will require our services, in which case it may be more likely
for our clients to terminate their contracts with us. Moreover, clients who may not terminate their contacts with us
without cause could generally reduce the volume of services they outsource to us, which would have an adverse effect
on our revenue, results of operations, and overall financial condition.

Our existing and potential clients are currently decreasing the number of vendors they are using to outsource their
business process services. If we lose more business than we gain as a result of this vendor consolidation, our
business and results of operations will be adversely affected.

Our existing clients and a number of clients we are currently targeting have begun to decrease the number of firms
they rely on to outsource their business process outsourced services. We believe these clients are taking this action in
order to increase accountability and decrease their costs. If this consolidation results in us losing one or more of our
clients, our business and results of operations will be adversely affected. In addition, this consolidation could make it
more difficult for us to secure new clients, which could limit our growth opportunities.

If we do not effectively manage our growth or control costs related to growth, our results of operations will suffer.
We intend to grow our business by increasing the number of services we provide to existing clients, by expanding our
overall client base and, in the future, through merger and acquisition activity. Growth could place significant strain on
our management, employees, operations, operating and financial systems, and other resources. To accommodate
significant growth we would be required to open additional facilities, expand and improve our information systems
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and procedures, and hire, train, motivate, and manage a growing workforce, all of which would increase our costs. Our
systems, facilities, procedures, and personnel may not be adequate to support our future operations. Further, we may
not be able to maintain or accelerate our current growth, effectively manage our expanding operations, or achieve
planned growth on a timely and profitable basis. During the last few years, we incurred costs related to excess

capacity as we opened new facilities in anticipation of volume levels that did not materialize. As a result, our
operating profits declined, and our stock price was adversely impacted. If we are unable to manage our growth
efficiently, or if growth does not occur, our business, results of operations, and financial condition could suffer.
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With respect to merger and acquisition activity, we have never made an acquisition and there can be no assurance that
we will be able to identify or acquire any companies on favorable terms. If an acquisition is completed, there can be
no assurance that such acquisition will enhance our business, results of operations, or financial condition. We may
also pursue opportunities to undertake strategic alliances in the form of joint ventures. Joint ventures involve many of
the same risks as acquisitions, as well as additional risks associated with possible lack of control of such joint
ventures.

Failure to implement technological advancements could make our services less competitive.

Technologies that our clients or competitors already possess, or may in the future develop or acquire, may decrease
the cost or increase the efficiency of competing services. We believe that to remain competitive, we must continue to
invest in technology to be able to compete for new business and maintain service levels for clients. We may not be
able to develop and market any new services that use, or effectively compete with, existing or future technologies, and
such services may not be commercially successful. Furthermore, our competitors may have greater resources to devote
to research and development than we do, and accordingly may have the ability to develop and market new
technologies, with which we are unable to successfully compete.

Our markets are highly competitive. If we do not compete effectively, we may lose our existing business or fail to
gain new business.

The markets in which we operate are highly competitive, and we expect competition to persist and intensify in the
future. We view in-house operations of our existing and potential clients to be a significant competitive threat. Many
of our clients or potential clients have in-house capabilities, enabling them to perform some or all of the services that
we provide. Our performance and growth could be impeded if clients, or potential clients, decide to shift in-house,
operations services currently outsourced, or if potential clients retain or increase their in-house capabilities.

We anticipate that competition from low-cost, offshore providers of outsourced services will continue to increase in
the future and that such providers will remain an important competitve threat. A number of our competitors have, or
may develop, greater name recognition or financial and other resources than us. In addition, new competitors with
greater name recognition and resources may decide to enter the markets in which we operate. Some competitors may
offer a broader range of services than we do, which may result in clients and potential clients consolidating their use
of outsourced services with larger competitors, rather than using our services. Competitive pressure from current or
future competitors could also result in substantial price erosion, as discussed below, which could adversely affect our
revenue, margins, and financial condition.

Our operations in Canada subject us to the risk of currency exchange fluctuations.

Because we conduct a material portion of our business in Canada, we are exposed to market risk from changes in the
value of the Canadian dollar. Material fluctuations in exchange rates impact our results through translation and
consolidation of the financial results of our foreign operations, and therefore may negatively impact our results of
operations and financial condition. Our results of operations have been negatively impacted by the increase in the
value of the Canadian dollar in relation to the value of the U.S. dollar during 2007, 2006 and 2005, because we have
contracts wherein the revenue we earn is denominated in U.S. dollars, yet the costs we incur to fulfill our obligations
under those contracts are denominated in Canadian dollars. During 2007, 2006 and 2005, we engaged in limited
hedging activities relating to our exposure to such fluctuations in the value of the Canadian dollar versus the U.S.
dollar. We intend to continue hedging activities in 2008. However, currency hedges do not, and will not, eliminate our
exposure to fluctuations in the Canadian dollar. Further increases in the value of the Canadian dollar, or currencies in
other foreign markets in which we may operate, in relation to the value of the U.S. dollar, would further increase such
costs and adversely affect our results of operations.

We face risks inherent in conducting business in Canada.

Our operations in Canada accounted for 39.1% of our revenue in 2007, 43.7% of our revenue in 2006 and 41.6% of
our revenue in 2005. There are risks inherent in conducting business internationally, including competition from local
businesses or established multinational companies, who may have firmly established operations in particular foreign
markets. This may give these firms an advantage regarding labor and material costs; potentially longer working capital
cycles; unexpected changes in foreign government programs, policies, regulatory requirements, and labor laws; and
difficulties in staffing and effectively managing foreign operations. One or more of these factors may have an impact
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on our international operations. Our lack of significant international operating experience may result in any of these
factors impacting us to a greater degree than they impact our competitors. To the extent one or more of these factors
impact our international operations, it could adversely affect our business, results of operations, growth prospects, and
financial condition as a whole.
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Our lack of a significant international presence outside of North America may adversely affect our ability to serve
existing customers or limit our ability to obtain new customers.

Although we currently conduct operations in Canada, we do not have a significant international presence. Our lack of
international operations outside of North America could adversely affect our business if one or more of our customers
decide to move their existing business process outsourcing services offshore. Our lack of a significant international
presence outside of North America may also limit our ability to gain new clients who may require business process
service providers to have this flexibility.

The movement of business process outsourcing services to other countries has been extensively reported in the press.
Most analysts continue to believe that many outsourced services will continue to migrate to other countries with lower
wages than those prevailing in the United States. Accordingly, unless and until we develop international operations
outside of North America, we may be competitively disadvantaged compared to a number of our competitors who
have already devoted significant time and money to operating offshore.

If we decide to open facilities in, or otherwise expand into, additional countries, we may not be able to successfully
establish operations in the markets that we target. There are certain risks inherent in conducting business in other
countries including, but not limited to, exposure to currency fluctuations, difficulties in complying with foreign laws,
unexpected changes in government programs, policies, regulatory requirements and labor laws, difficulties in staffing
and managing foreign operations, political instability, and potentially adverse tax consequences. There can be no
assurance that one or more of such factors will not have a material adverse effect on our business, growth prospects,
results of operations, and financial condition.

Our largest stockholder has the ability to significantly influence corporate actions.

A. Emmet Stephenson, Jr., one of our co-founders, owned approximately 21.8% of our outstanding common stock as
of February 15, 2008. Mr. Stephenson s spouse also owns shares of our common stock. Under an agreement we have
entered into with Mr. Stephenson, so long as Mr. Stephenson, together with members of his family, beneficially owns
10% or more but less than 30% of our outstanding common stock, Mr. Stephenson will be entitled to designate one of
our nominees for election to the board. In addition, our bylaws allow that any holder of 10% or more of our
outstanding common stock may call a special meeting of our stockholders. The concentration of voting power in Mr.
Stephenson s hands, and the control Mr. Stephenson may exercise over us as described above, may discourage, delay
or prevent a change in control that might otherwise benefit our stockholders.

Our stock price has been volatile and may decline significantly and unexpectedly.

The market price of our common stock has been volatile, and could be subject to wide fluctuations, in response to
quarterly variations in our operating results, changes in management, our success in implementing our business and
growth strategies, announcements of new contracts or contract cancellations, announcements of technological
innovations or new products and services by us or our competitors, changes in financial estimates by securities
analysts, the perception that significant stockholders may sell or intend to sell their shares, or other events or factors
we cannot currently foresee. We are also subject to broad market fluctuations where the market prices of equity
securities of many companies experience substantial price and volume fluctuations that have often been unrelated to
the operating performance of such companies. These broad market fluctuations may adversely affect the market price
of our common stock. Additionally, because our common stock trades at relatively low volume levels, any change in
demand for our stock can be expected to substantially influence market prices thereof. The trading price of our stock
varied from a low of $8.73 to a high of $14.05 during 2007.

Geopolitical military conditions, including terrorist attacks and other acts of war, may materially and adversely
affect the markets in which we operate, and our results of operations.

Terrorist attacks and other acts of war, and any response to them, may lead to armed hostilities and such developments
could cause substantia